
PART II - FUNCTIONS AND OPERATIONS

Functions

The primary function of the Corporation was to provide direct and immedi-
ate relief for individual distressed home owners. This was to be accomplished
within a period of three years ending June 12, 1936 and in compliance with the
Home Owners* Loan Act of 1933, as amended. To be eligible for consideration for
such relief, all applications for refinancing home properties were subjected to the
following legal tests:

(1) The property must be real estate in fee simple or held under a lease
for not less than ninety-nine years, which was renewable, or held under
a lease having not less than fifty years to run from the date the mort-
gage was executed.

(2) The property must have located thereon a dwelling or dwellings for not
more than four families.

(3) The property must be used by the owner as his home or held by him as
his homestead.

(4) The property value must not exceed $20, 000 as appraised by the-Corpo-
ration.

(5) No loan could be made for an amount exceeding $ 14, 000, or eighty per '
centum of the Corporation's appraisal of the property offered, which-
ever the smaller.

(6) The applicant must have been in involuntary default on June 13, 1933
with respect to the indebtedness on his home and unable to carry or r e -
fund his mortgage indebtedness except where it was specifically shown
to the satisfaction of the Corporation that a default after June 13, 1933
was due to unemployment or economic conditions or misfortune beyond
the control of the applicant.

The Corporation was authorized to perform other important functions unre-
lated to its basic lending activities. Title IV of the National Housing Act, approved
June 27, 1934, created the Federal Savings and Loan Insurance Corporation, a con-
stituent unit of the Federal Home Loan Bank Board, and directed that the total
amount of its capital stock of $100, 000, 000 be subscribed for by the Home Owners'
Loan Corporation and payment made therefore in bonds of the Home Owners1 Loan
Corporation. The Act specified that the Home Owners' Loan Corporation would be
entitled to receive dividends on such stock out of net earnings of the Insurance Cor-
poration at a rate equal to the interest on the aforesaid bonds, the dividends to be
cumulative. Accordingly HOLC acquired the capital stock of FS&LIC by issuance
of $100, 000, 000 face amount of its Series A, 3 per cent bonds. FS&LIC paid divi-
dends of $3, 035, 326. 09, at the rate of 3 per cent per annum, through June 30,
1935.

As of June 30, 1948, the capital stock of FS&LIC was transferred to the Secretary
of the Treasury pursuant to the following provisions of the Government Corpora-
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tions Appropriation Act, 1949:

"*** all right, title, and interest of the Home Owners' Loan Corporation in
the capital stock of the Federal Savings and Loan Insurance Corporation is
hereby transferred to the Secretary of the Treasury and the Secretary of the
Treasury is authorized and directed to cancel bonds of the Home Owners'
Loan Corporation in an amount equal to the par value of the stock of the Fed-
eral Savings and Loan Insurance Corporation so transferred, plus accrued
dividends thereon which notwithstanding any other provision of law, shall be
computed at a rate approximating the average interest cost incurred by the
Home Owners' Loan Corporation on its total borrowings during each re -
spective fiscal year."

Accrued dividends, under the above provisions, were determined to be
$25, 181, 749. 98 and the Secretary of the Treasury canceled HOLC bonds in the
amount of $125,181, 749. 98, accrued dividends plus $100, 000, 000 par value of
FS&LIC capital stock, thus closing out the investment of Home Owners' Loan Cor-
poration.

Section 4(n), added to the Home Owners' Loan Act of 1933, as amended, by
an amendment approved May 28, 1935, authorized the Corporation to purchase full-
paid-income shares of Federal Savings and Loan Associations after funds available
to the Secretary of the Treasury for that purpose had been exhausted. Purchases
by the Corporation were subject to the same terms and conditions as were applica-
ble by law to such purchases by the Secretary of the Treasury and the total amount
of shares in any one association held by the Corporation and the Secretary could
not exceed the total amount which the Secretary of the Treasury was authorized to
hold in any one association. This amendment also authorized the Corporation to
purchase shares, certificates of deposit, and investment certificates in any institu-
tion which was a member of a Federal. Home Loan Bank or whose accounts were in-
sured under title IV of the National Housing Act. The amendment further author-
ized $300, 000, 000 of the total authorized bond issue of the Corporation available
for these investments, without discrimination in favor of Federally chartered asso-
ciations.

The Corporation's total capital investment, under the foregoing provisions,
was $223, 856, 710, of which $223, 611, 710 was recovered through timely repur-
chases of the Corporation's investments by the institutions and $214, 541. 08 was
received as the Corporation's pro rata share of liquidating dividends paid out by the
receivers or conservators of distressed institutions. A loss of $30,458. 92 was
charged off. In addition to the aforenoted liquidating dividends, the Corporation
received liquidating dividends of $31, 080.61 in excess of its investment in three
distressed institutions, which were treated as earned dividends on investments in
savings and loan associations.
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Investments - Savings and Loan Associations

Federally State
Chartered Chartered
(•deduct) (*deducfl Total

Gross Purchases $171,339,800.00 $52,516,910.00 $223,856,710.00
Conversions:

State to Federal 7, 165, 900. 00 7,165, 900. 00*
Federal to State 105,000.00* 105.000.00

Total $178,400,700.00 $45,456,010.00 $223, 856, 710. 00

Liquidation:
Repurchases $178, 155, 700. 00 $45, 456, 010. 00 $223, 611, 710. 00
Net Liquidating Dividends 214,541.08 - 214,541.08
Loss Charged Off 30, 458. 92 1 _ (2) 30, 458. 92

Total $178, 400, 700. 00 $45,456,010.00 $223,856,710.00

Dividends - Savings and Loan Associations

Federal State Total

From Active Associations $ 35, 939, 995. 83 $ 8, 774, 402. 59 $ 44, 714, 398. 42
Liquidating Dividends in

excess of capital investment
received from receivers or
conservators 30, 518. 70 561.91 (1) 31,080.61

Total $ 35, 970, 514. 53 $ 8,774,964.50 $ 44, 745, 479. 03

(1) Excess dividends from liquidation or conservation
of three associations $ 31,080.61

(2) Loss on capital investment in one liquidated
association $ 30,458.92

Net gain from liquidation or conservation of
associations $ 621.69

Executive Order No. 9070, dated February 24, 1942, placed certain func-
tions, powers, and duties relating to defense housing in the National Housing Agency.
Among these were those pertinent to the Federal Works Administrator under the act
of October 14, 1940, the Lanham Act, as amended. The Administrator, National
Housing Agency, designated and directed Home Owners1 Loan Corporation, effective
October 1, 1942, to act for the National Housing Agency, in conversion by the Gov-
ernment under the Lanham Act, as amended, of existing structures into accommo-
dations for war workers in localities in which the war need for such accomodations
had been determined by the Office of the Administrator and in accordance with
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specific assignments by the Office of the Administrator. Lanham Act funds were
made available to the Corporation.

Upon receipt of assignments underthie program, Home Owners'Loan Corpo-
ration acting for the National Housing Agency, determined what properties could be
converted at reasonable cost, acquired eligible properties for the United States of
America by lease, converted such leased properties, and operated and managed
them. The major portion of the leased properties had been converted and the
dwelling units thus made available were rented or were available for rental occu-
pancy by the close of fiscal year 1944. As of close of business July 31, 1944 the
responsibility for operation and management of converted properties and all records
pertaining thereto were transferred to the Federal Public Housing Authority. Home
Owners' Loan Corporation continued processing of the uncompleted property con-
versions, the costs of which thereafter were certified for disbursement by Federal
Public Housing Authority from funds made available by the Administrator, National
Housing Agency. Upon completion of each such conversion and certification by
Home Owners' Loan Corporation as to availability of the dwelling units therein for
occupancy, Federal Public Housing Authority became responsible for its operation
and management. All of the assigned conversions were completed by June 30, 1945
and effective July 1, 1945 Federal Public Housing Authority was designated and di-
rected to process and conduct any further conversions in addition to the operating
and management activities previously transferred to it.

, The following tabulation summarizes the results of the publicly financed
Homes Use Conversion Program conducted by Home Owners' Loan Corporation
acting for the National Housing Agency:

No. of cases assigned to HOLC by NHA 23, 831
No. of preliminary reconditioning inspec-

tions made by HOLC 21, 127
No. of cases rejected after inspection 6,411
No. of cases submitted for negotiation

of lease 17,420
No. of negotiable lease cases rejected

because of legal or other objection 8, 554
No. of cases where leases were negotiated

and conversion contracts awarded and
completed 8,866

Direct cost of conversions:
Original and supplemental contracts $78, 051,336
Other direct conversion costs 3, 715,602

Total $81,766,938

Less contributions by Lessors 1,637,418 $80,129, 520

No. of dwelling units made available 47( 811

Average cost per dwelling unit $ \t 676
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Operations

As tersely defined in the title of the Home Owners1 Loan Act of 1933, as
amended, the prime purpose for which Home Owners' Loan Corporation was cre-
ated and the principal operations it performed were to provide emergency relief
with respect to home mortgage indebtedness, to refinance home mortgages, and to
extend relief to the owners of homes occupied by them and who were unable to
amortize their debt elsewhere. Broadly, these operations involved making loans
secured by mortgages to distressed home owners, servicing and collection of loans,
foreclosure and acquisition of the security property where necessary to protect the
Government's interest, and management and sale of properties acquired through
foreclosure and other processes.

Lending Operations

The time during which the Corporation was authorized to acquire distressed
home mortgages and other obligations and liens, in existence on the date (June 13,
1933) of the Act and secured by real estate, was the three year period, June 13,
1933 to June 12, 1936. The date until which distressed home owners could file ap-
plications for such loans was fixed as June 27, 1935 by an amendment of the HOL
Act of 1933, as amended, approved May 28, 1935 which in pertinent part amended
Section 4(c) as follows: "In order to provide for applications heretofore filed, for
applications filed within thirty days after this amendment takes effect, and for
carrying out the other purposes of this section, the Corporation is authorized to
issue bonds in an aggregate amount not to exceed $4, 750, 000, 000 ***";

More than 1, 886, 000 applications for loans aggregating over $6,173,000,000
were filed with the Corporation during the approximate two-year period for filing
such applications. Approximately 46 per cent of the applications were ineligible
under the Act and regulations and were rejected. Eligible applications were pro-
cessed during the three-year loan closing period and resulted in a total of 1,026,411
loans (original and supplemental) to 1, 017, 821 distressed home owners whose ac-
counts were set up on the books of the Corporation. Subsequent divisions of secu-
rity between home owners and other parties acceptable to the Corporation in 127
cases increased the number of original borrowers' loan accounts from 1, 017, 821 to
1, 017, 948.

The loan closing operations were conducted in the various State and District
Offices under the State Manager, for the particular State, to whom was delegated
full authority and responsibility for direction, supervision, and control of these op-
erations and of all offices of the Corporation within the State. The State Manager
was authorized to disburse by checks drawn on the Treasurer of the United States
and to issue authorizations for delivery of bonds of the Home Owners' Loan Corpo-
ration in connection with the closing of loans. Rules and Regulations covering all
phases of the lending authority, loan closing processes, office operations, etc.,
were approved by the Board, compiled in manual form, and distributed as a guide
and reference for the State Manager and for all personnel under his jurisdiction.
Standardized forms applicable in all States for the great majority of operations and
processes were devised, approved and furnished to the State Manager and the use
thereof required. The form of mortgage and note or bond and note were pertinent
exceptions since they had to meet the legal requirements of the particular State.
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District Offices functioned as branches of the State Office under an Assistant
State Manager or a District Manager. Since these offices were located at strategic
population centers in the State, applications for loans from home owners in the area
usually were presented at the District Office in person. If not, they were routed to
the pertinent District Office. Personal interviews were had with each applicant,
wherever possible, to completely develop-eligibility of the application. Ineligible
applications were rejected. Acceptable applications were recorded for control
purposes, a confidential report requested from the mortgagee as to the status of
his loan, a character report on the applicant was ordered from an approved credit
reporting agency, and a preliminary appraisal of the property was performed and
reported upon by an appraiser employed by the Corporation. Thereafter, if it still
appeared that an eligible loan could be consummated, an independent appraisal was
made by a fee appraiser and, if necessary repairs had been recommended or re -
conditioning recommended, an inspection of the property was made and report
rendered by a qualified employee of the Corporation, specifications were drawn,
competitive bids requested, and the proposed repair or reconditioning contractor
selected. At that point a review was made of all appraisals and a recommendation
made as to the value of the property to be fixed by the Corporation.

The entire file then was assembled and sent to the Loan Committee at the
State Office. The Loan Committee consisted of the State Manager, State Appraiser,
State Counsel and State Reconditioning Supervisor, or designated representatives
thereof. The Loan Committee, after careful analysis of all of the material deter-
mined the eligibility of the applicant and the property, and fixed the value of the
property as appraised by the Corporation, which then became its maximum loanable
value. All interested parties were notified of rejection of any case found ineligible
by the Loan Committee. Eligible cases were processed for negotiation with the
mortgagee, determination of insurance requirements, unpaid taxes and assess-
ments, outstanding tax liens, and title examination. These operations normally
were conducted at the District Offices because of their proximity to the applicant,
the mortgagee, the property, county and city public records, and taxing authorities.
These activities were performed variously by salaried employees of the Corpora-
tion, fee attorneys, title insurance companies, abstractors, tax searchers, and
title searchers, as local custom or. the exigencies or economy of the situation de-
termined.

When agreement was reached with the mortgagee respecting the amount of
the applicant's indebtedness and the amount the mortgagee was agreeable to accept
to liquidate the debt and after all title and other objections, defects or encumbrances
had been cleared, except those which were to be cleared by disbursement from the
loan, a closing date was set and the entire file forwarded to the State Office for
preparation of the loan papers, settlement sheet, disbursement vouchers and
checks, and authorization for delivery of Home Owners' Loan Corporation bonds.

At this point, the loan was assigned the controlling numerical identification
with which it thereafter was referenced through all Corporation records, public re -
cordings, releases and other legal procedings.

After the loan had been numbered, the loan papers prepared and disburse-;
ments drawn, the loan file, including all necessary instruments, were forwarded
from the State Office to the pertinent District Office for delivery to an approved
fee attorney, or other authorized loan closer, who met with the applicant and
the mortgagee; paid off the mortgagee, taking his acknowledgment of release
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of interest; had the applicant execute the loan papers; paid off the taxes and other
unpaid items included in the loan, taking receipts or releases as were appropriate;
and, if not otherwise recorded, filed and paid for recording all releases and the
Corporation's mortgage.

The closed loan file was returned by the closer to the District Office where
it was checked, approved and promptly forwarded to the State Office for re-check
as to accuracy and completeness and for clearance of controls and reports prior to
its having been forwarded to the Regional Office. The Manual.of Rules and Regu-
lations of the Corporation provided a loan shall not be a closed loan until:

(1) The title has been examined and found to be vested in fee simple or by
proper leasehold in the applicant, free from any objection, defect or
encumbrance, except eligible liens to be refunded by the Corporation,
and the title has been approved.

(2) A proper bond or note, payable to the Corporation, and the mortgage or
deed of trust securing payment thereof have been executed and delivered
by the applicant and such mortgage or deed of trust filed for record or
recorded in the proper office and the filing or recording fee paid.

(3) The title has been run down from date of preliminary examination to the
date and hour the mortgage to the Corporation is lodged for record and
found to be unchanged.

(4) A proper release is of record or has been delivered to the closing agent
for recording.

(5) A bond authorization and/or cash for the amount of the loan is delivered
to the record holders of the liens being refunded.

The refunding of mortgages and liens held by receivers and conservators of
institutions in liquidation involved a more complicated problem than in the case of
operating institutions. The activities of receivers and conservators were limited
by the Courts, the Comptroller of the Currency, and various State banking or other
regulatory departments. Serious question was raised as to acceptability of Home
Owners* Loan Corporation bonds in exchange for mortgages held by such institu-
tions. Late in October 1933 the Financial Adviser to the Board was given responsi-
bility for the organization of a Wholesale Department which would cope with the
situation and negotiate with the regulatory authorities governing the institutions in
legal custody. The Wholesale Department was formalized and its operations de-
fined in January 1934. The purpose of its activities was to prevent foreclosures
which otherwise might have been necessary in liquidating the assets of institutions
in legal custody and to relieve distress by accelerating the return of funds to the
depositors and creditors of such institutions.

For purposes of the Corporation, the Board defined institutions in legal cus-
tody as comprising national banks in the custody of the Comptroller of the Currency;
state banks in the custody of a properly authorized State department, or of a r e -
ceiver or other custodian duly appointed by a Court; building and loan associations
and similar institutions in the custody of a State department, a Court Receiver, or
other Court custodian; and mortgage companies and other mortgage loan institutions
in the custody of a State Department or other custodian appointed by the Court. The
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Comptroller of the Currency issued blanket authorization for acceptance of the Cor-
poration's bonds in all cases where the claim of a national bank would be fully liq-
uidated. Where the claim would not be liquidated without adjustment of the debt,
authority to accept such adjustment had to be obtained from the Comptroller of the
Currency. In dealing with receivers, conservators, agents or trustees, it was
necessary in most cases to secure a Court order approving the refunding of the
loan.

As in the case of loans refunded to operating institutions and individuals,
the Corporation's tests for eligibility and the regulations relating thereto were ap-
plicable to all loans handled by the Wholesale Department, excepting cases where
home mortgages, other obligations and liens existed June 13, 1933, and the same
identical debts remained owing but were secured by a new instrument or instru-
ments owned by an institution in legal custody. The operations of the Wholesale
Department were completed early in the year 1935. These operations extended to
6, 138 institutions which were in legal custody. During the approximate 18 months
of the Wholesale Department's existence 137, 318 loans were closed in the aggre-
gate amount of $389, 527, 917. 00, of which amount $340, 620, 596. 00 was paid to the
institutions in legal custody. The loans closed by this Department (137, 318) repre-
sent approximately 13. 5% of all original loans closed.

In addition to the benefits derived by home owners whose mortgages were
refunded, substantial and immediate relief also was afforded the mortgagees who
held the refunded mortgages. It is estimated that the amount disbursed in bonds
and cash to mortgagees approximated 13% of the estimated total of the 1932 mort-
gage debt on one to four family non-farm homes. The following tabulation classi-
fies the recipients of the $3, 093, 451, 321. 01 disbursed by Home Owners' Loan
Corporation in bonds and cash for acquisition of mortgage loans during the three
year period ending June 12, 1936:

Disbursements
(in millions of dollars)

Commercial Banks $ 525. 0
Mutual Savings Banks 410. 0
Building and Loan Associations 770. 0
Insurance Companies 165.0
Mortgage Finance Companies 195.0
Estates, Trusts, etc. 110.0
Individuals 575.0 $2,750.0

Taxes and Assessments 230. 0
Repairs and Reconditioning 70. 0
Miscellaneous Loan Expense 43. 5

Total amount of closed loans $3, 093. 5

The operations of the Corporation in large measure were effective in stop-
ping the abnormal national trends of foreclosures which were occurring at the rate
of 1, 000 per day. Liquidity of the institution and individual mortgagees was en-
hanced by the readily marketable bonds and cash they received in exchange for de-
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faulted mortgages. The payment of delinquent taxes, accrued in most cases for
several years, relieved many sorely pressed and distressed communities. The
mortgage indebtedness of many home owners was compromised and paid off in
lesser amounts than they owed by concessions aggregating $200, 000, 000 which the
Corporation was able to obtain for them from mortgage holders at the time of refi-
nancing. All of this tended to and had a beneficial effect upon the national economy.
The Corporation's mortgages were direct reduction mortgages amortized by
monthly payments for the retirement of interest and principal and have become the
national pattern for home financing mortgages. From time to time it has been es-
timated that the Corporation's borrowers saved a billion or more in interest—the
difference between the amounts paid under the Corporation's mortgage interest
rates and the rates charged in the previous first, second and third mortgages refi-
nanced or compromised by the Corporation.

Loan Service Operations

Initially, closed loans were forwarded from the State Offices to the Home
Office at Washington, D. C. where the accounts were set up and controlled. The
loan files, loan accounts and related activities were transferred to the Regional
Offices, as they were established during the last half of 1934, after .necessity for
decentralization of these activities became apparent. Thereafter, the files of
loans closed in each State were forwarded directly from the State Office to the
pertinent Regional Office where the accounts were set up, controlled, and reviewed
at regular interval's to ascertain the progress of liquidation of loan balances and
selection of delinquent accounts for service by correspondence or by personal con-
tact with the borrowers by field representatives.

A Loan Service Division was established in each Regional Office and uniform
servicing procedures were adopted and incorporated in the Corporation's Manual of
Rules and Regulations. Personnel qualified or trained to conduct this operation were
supplied to and operated from field offices under supervision of and direction of the
Regional Loan Service Division. Service by correspondence was conducted from
the Regional Office, augmenting the regular monthly billings. The more seriously
delinquent cases and those unresponsive to letter service were referred to field
representatives for personal service contact with the home owner to ascertain the
conditions which gave rise to the delinquency and, if possible, to suggest or ar-
range plans to alleviate them. Efforts were made, successfully in many cases, to
secure employment for those whose' delinquency was occasioned by unemployment.
Eligible public assistance cases were aided in obtaining a shelter allowance which
could be applied on.their home loans. Borrowers who were "over-housed" or
otherwise burdened with obligations beyond income were assisted in the rental or
sale of a portion or all of their property. Where, after analysis, there was a
reasonable certainty that rehabilitation, modernization or enlargement of the
building would sufficiently increase its income productivity to pay off the loan and
the reconditioning expense, and if such reconditioning was requested, an advance
was made for reconditioning payable in demand installment or, as in the majority
of such cases, in a new monthly amortization payment resultant from a recasting of
the total of the loan balance, accrued unpaid interest and the reconditioning advance.

One of the most serious conditions contributing to delinquency was failure of
the home owner to pay his real estate taxes and assessments. The Corporation
paid these items to preserve its first lien on the security property. The payment
so advanced was charged to the home owner's loan account which in some cases r e -
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suited in the account becoming delinquent. A survey found approximately 40 per
cent of HOLC borrowers delinquent in payment of taxes for one or more of the
years 1933 to 1937. To ameliorate this situation, to provide a further service to
its borrowers, and in the interests of protection of its security, the Corporation
offered a plan whereunder borrowers could meet their real estate taxes and prop-
erty insurance expenses by making uniform monthly payments to the Corporation in
addition to their regular loan installments. Service representatives urged home
owners to enter into agreement with the Corporation for establishment of a special
deposit "tax and insurance account" in which the Corporation would accumulate the
monthly "tax and insurance" installment, usually equal to one-twelfth of the bor-
rower's annual tax and insurance expense requirements and which the Corporation
would bill monthly with the regular loan installment billing.

When a borrower entered into such agreement (it was mandatory in the case
of extended loan accounts and vendee (purchasers) accounts) the Corporation made
arrangements with the local taxing authorities for the mailing of the borrower1 s
tax bills directly to the Corproation and at the appropriate time it undertook to pay
the taxes and purchase property insurance from the accumulated funds deposited
therefor by the borrower. If the funds deposited by the borrower were insufficient,
the Corporation advanced the difference and charged it to the borrower in his next
regular installment billing. Such agreements were entered into with close to
500, 000 borrowers and vendees, and, thereafter, in very large measure obviated
serious delinquencies arising through non-payment of taxes. Advances for taxes,
including taxes paid at foreclosure, amounted to $171,173, 035.44 most of which
(approximately $113, 000, 000) were paid out prior to establishment of "tax and in-
surance accounts. "

The Home Owners' Loan Act of 1933, as amended by the Meade-Barry Act,
approved August 11, 1939, authorized the Corporation to extend the period for
amortization of its loans from the original maximum of 15 years to a maximum of
25 years from the date of the original loan in cases where, in the1 judgment of the
Corporation, the circumstances of the home owner, and the condition of the secur-
ity justified such extension. The Corporation granted extensions in 249, 904 in-
stances. In each case the account was recast and a new monthly amortization in-
stallment developed which would liquidate the loan within its extended maturity. At
about the same time the Corporation notified its borrowers that it agreed to accept
interest at 4 1/2 per centum per annum instead of the contract rate on all payments
due on and after October 16; 1939 so long as the borrower continued to meet his
regular payments and kept his account in a current status.

Reduction of monthly amortization payment requirements through operation
of the Meade-Barry Act, the voluntary acceptance by the Corporation of the reduced
rate of interest, and the increased wages and opportunities for employment afforded
home owners and their families through advancement of the national economy upon
inauguration of the national defense program in fiscal year 1940, created a marked
decrease in the percentage of accounts in the various delinquency categories during
the ensuing fiscal year.

As of June 30, 1941, there were 93. 5 per cent of accounts being paid on
schedule or less than three months in arrears as compared with 74.4 per cent at
June 30, 1940 while 3 per cent were more than three months in arrears but were
liquidating compared with 9. 8 per cent at close of the previous fiscal year. Thus,
96. 5 per cent of accounts at June 30, 1941 were in a satisfactory liquidating status
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as compared with 84.2 per cent at June 30, 1940 and only 3. 5 per cent were in de-
fault and not liquidating as compared with 15. 8 per cent one year previous. In-
soluble delinquencies thereafter ceased to present a major servicing problem.

Foreclosures

As a matter of policy consonant with the extension of relief to distressed
home owners, the purpose which motivated creation of the Home Owners' Loan
Corporation, every possible forebearance was exercised before the Corporation
authorized foreclosure. An examination of loans foreclosed in 1939 and 1940 dis-
closed that the average balance at time of foreclosure was greater than the average
original amount of the same loans. The "particular borrowers had failed to reduce
their principal indebtedness while the Corporation had had to make substantial ad-
vances in payment of taxes, insurance and maintenance to protect its lien on and
interest in the security property. Foreclosure was resorted to only after every
reasonable means of enabling the home owner to keep his property had been ex-
hausted. Although the mortgage contracts contemplated foreclosure after arrear-
age for a minimum of ninety days, the Corporation withheld action in more than
70 per cent of cases until the delinquency aggregated 12 or more monthly install-
ments, i. e., a year or more delinquent.

As early as 1934 the Corporation was compelled to foreclose on eight prop-
erties. These, for all practical purposes, were thrust upon the Corporation. With
the approach of cessation of active lending operations, the establishment of controls,
and availability of personnel and equipment, the Corporation first was able to devote
its energies to servicing of loans, realization of assets, liquidation of liabilities,-
and the weeding out and foreclosing of hopelessly delinquent loans. • The peak num-
ber of authorizations for foreclosure was reached in June of 1936 when, for about
three months, an average of 8, 000 foreclosures per month were authorized. From
then on, there was a marked although somewhat fluctuating decrease in the monthly
number of foreclosures authorized. This apparently resulted from diverse regional
economic conditions, seasonal employment, and kindred economic factors. Some-
times notice to the home owner that foreclosure of his property had been authorized
spurred him to the effort necessary to reinstate his loan into a current status. In
such cases the foreclosure authorization was withdrawn. The number of such with-
drawals was relatively constant month after month. Approximately 253, 000 authori-
zations for foreclosure issued, of which 201,942 were processed to foreclosure
leaving approximately 51, 000 cases withdrawn from foreclosure. Of the 201, 942
cases processed to foreclosure, 2, 414 were acquired by third-party bidders at
foreclosure sale, 1, 387 were redeemed by the home owners before expiration of
the redemption period, 198, 141 were acquired by the Corporation of which 194,134
were original loans and 4, 007 vendee sales.

Authority to order the foreclosure of any lien of the Corporation or the
taking of a deed in lieu of foreclosure was vested in the Regional Manager whose
action in this respect was predicated upon analysis of the account, the service his-
tory of the home owner, and reports and recommendations of the Loan Service
Division. The Regional Manager's authorization to foreclose was directed to the
Regional Counsel and control and direction of the foreclosure operations thereafter
were conducted by the Legal Department. The filing of any foreclosure petition in
the local Courts and conducting of foreclosure proceedings usually were handled by
local attorneys qualified in such practice and approved to act for the Corporation.
As in the case of loan closing attorneys, the foreclosure attorneys received a fee
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for their services. Schedules of reasonable fees for the various types of legal serv-
ice responsive to such predetermination were approved, and issued by the General
Counsel. Separate schedules were issued for each State and in some instances
special schedules for specific jurisdictions.

Property Management

Immediately upon acquisition of a property by foreclosure, voluntary deed,
abandonment or otherwise, it was taken under control by the Property Management
Division at the Regional Office supervising and controlling operations in the State in
which the property was located. Thereafter the Property Management Division was
responsible for the rental, management, maintenance and sale of such properties.
Title to the property vested in the Corporation coincident with or very shortly after
the foreclosure sale in less than half of the States. There are statutory periods or
periods fixed by the Courts for redemption of foreclosed properties in more than
half of the States. There was a wide variance in the States of the time required for
completion of foreclosure after the date of filing of foreclosure petition or adver-
tising foreclosure. The minimum requirements averaged less than five months in
21 States, less than ten months in 7 States, less than 15 months in 11 States, less
than 20 months in 8 States, and about two years in one State. In some States the
mortgagor remained in possession during the redemption period.

Each property was analyzed and appraised to determine its reasonable "as
is" and "as reconditioned" value, its marketability in relation to the rental-sales
policy, the extent and scope of any reconditioning program incentive toward rental
and sale, the appropriate rental and sales prices, and whether it should be made
available- for rental and sale or held only for sale. These decisions were made be-
fore acquisition of the property and any approved reconditioning program was car-
ried out as early as possible after acquisition.

Appraisals were made on the order and under the direction of the Appraisal
Section and were performed by salaried appraisers employed by the Corporation or
by fee appraisers as exigencies or economies of the conditions warranted. The
Corporation, except during the loan closing period, maintained a minimum salaried
appraisal staff and during peak workload periods, such as developed when properties
were being acquired at the rate of 3, 000 to 5, 000 per month, assigned its appraisals
to approved qualified residential fee appraisers. It is pertinent at this point to note
that prior to inception of the Home Owners1 Loan Corporation there was an ex-
tremely limited number of professional residential real estate appraisers. In
order to reasonably effectuate the basic requirement of the Act, which limited loans
to a percentage of the Corporation's appraisal of the property, the Corporation had
to undertake a vast in-service program for the training and qualifying of real es-
tate appraisers. Formal examinations for the qualifying of professionally rated
appraisers were conducted during the fall of 1934 and spring of 1935. Through this
process 6, 000 were classified, of whom 1, 300 qualified for positions as salaried
appraisers with the Corporation and 2, 700 were approved as qualified .fee apprais-
ers. Allowable fees were established by general schedules issued by the Chief
Appraiser upon approval of the General Manager. The appraisal standards, meth-
ods, and procedures developed by the Corporation as the pioneer in the wholesale
residential real estate appraisal field established a national standard accepted by
real estate boards, mortgage lending, institutions and Government agencies. Dur-
ing the loan closing period ended June 12, 1936, 4, 648, 533 original and review ap-
praisals were completed. Between the beginning of the liquidation period, June 13,
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1936 and June 30, 1944, when the Corporation had acquired all but about 500 fore-
closed properties, 524, 270 original and review appraisals were completed. In ad-
dition, the appraisal requirements of the Examining Division, Federal Home Loan
Bank System, were performed and supervised on a reimbursable basis and more
than 700 project appraisals were performed, in connection with defense and war ac-
tivities, for the War Department, Navy Department, Department of Justice, Public
Buildings Administration and other defense agencies, prior to and during World
War II. These appraisals were also reimbursable.

When the original property was to be reconditioned, plans and specifications
were prepared and a factual estimate of the probable cost developed by the Recon-
ditioning Section. Upon approval of the proposal, competitive bids were called for
from approved qualified contractors whose credit and character standings had been
investigated and who had established acceptable records of performance of similar
construction. The work under the awarded contracts was supervised and controlled
by the Reconditioning Section. The Corporation used both salaried personnel and
fee architects, engineers, and inspectors. General schedules of fees commensu-
rate with the work to be performed were developed by the Regional Manager and
Regional Reconditioning Supervisor and approved by the General Manager. 417,396
reconditioning contracts, including necessary repairs, were completed and the
cost included in original closed loans. In addition thereto more than 450, 000 con-
tracts were completed by June 30, 1944 by which time the Corporation's recondi-
tioning program was completed. More than a majority of these last mentioned con-
tracts were in connection with acquired properties. Slightly more than 10 per cent
of the contracts involved insurance cases supervised by the Corporation, and re-
conditioning at the request of home owners, the cost of which was advanced to the
borrowers and added to their unpaid loan balances.

It was the policy of the Corporation to sell, rent, and manage its acquired
properties through brokers with whom the Regional Manager was authorized to en-
ter into agreements for such purposes. In most instances the broker normally was
engaged in the management and sale of real estate. Accordingly, the Corporation's
contract management brokers also were its contract sales brokers. It was the
policy of the Corporation that contract agreements be entered into with a sufficient
number of brokers in any community so that the number of properties assigned to
any one contract broker would not be more than he was equipped to handle efficiently
and to stimulate interest and active effort on his part in the management and sale of
the properties assigned to him. Contract sales brokers' commissions were fixed
in general conformity to the going or local real estate board rates and a schedule
of such commission rates was incorporated in or annexed to the contract. In addi-
tion to the contract sales brokers in each locality, other qualified active real es-
tate brokers were approved to receive listings of properties available for sale and
to negotiate for the sale thereof. Listings were not exclusive and after receipt of
listings the approved sales broker conducted all further negotiations with the Cor-
poration through the contract sales broker designated in the listing. The broker
who made a sale received a commission at the rate which the.contract sales broker
would have been entitled to had he made the sale. In all cases where an approved
sales broker, or outside broker, made a sale, the contract sales broker received
a two per cent over-ride commission with a minimum over-ride of $25. 00 in full
compensation for his services in connection with the sale.

The Corporation pursued a policy of orderly liquidation in disposing of its
acquired properties. Sales prices were based on fair market value. The practice
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of "dumping" properties was not followed on the premise that such a policy would
have weakened the market which, in general, did not become stabilized until the ef-
fects of the defense activities in 1939 and 1940 were reflected in betterment of the
national economy. Along with improvement of the national economy there also was
a decrease in foreclosures and a resultant decrease of property acquisitions. Dur-
ing 1939 the number of properties sold per month began to exceed the number of
property acquisitions per month and, as the following table illustrates, sales
thereafter far exceeded acquisitions each year.

HOLC Properties

Fiscal Year

1934 - 1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947

1948 - 1951

Acquisitions

5,275
39, 534
55,190
41, 743
23,826
17, 382
7,241
5,452
1,963

432
84
10

9

Sales

142
2,231

15, 159
37, 771
49, 716
34, 745
30, 857
21,620

4, 990
736
173

52
28

Other properties acquired(l)
Properties charged off(2)

198,141
74

198,215

198; 200

t5
198,215

(1) Additional parcels of property included in foreclosures of
original properties sold to vendees.

(2) Properties rendered worthless by flood, landslide, tornado
or other disaster.

As the foregoing table discloses, the cumulative number of properties ac-
quired exceeded the number sold during the first seven years following the loan
closing period. This excess at any given time must be augmented by the number of
foreclosed properties to which the Corporation was in process of acquiring title,
i. e. , properties in tentative control of the Corporation after foreclosure sale but in
which title did not vest until after expiration of a redemption period. The peak
point in the operations of the Property Management Division involved more than
103, 000 properties including more than 20, 000 properties in process of acquiring
title. These latter properties were not readily salable until after title vested in the
Corporation since until then the Corporation only could pass a title subject to re-
demption. In general, however, the Corporation could operate the properties in
process of acquiring title, accounting as might be necessary for the rental income
received and expense of operation incurred in the event of redemption by the mort-
gagor. In a few jurisdictions properties in process of acquiring title were con-
trolled and operated by Receivers appointed by the Courts.
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The rental, maintenance, and operation of properties available for rental,
including both acquired properties and properties in process of acquiring title,
was conducted by contract management brokers who, as previously indicated, also
were contract sales brokers. The management listings thus involved both properties
held solely available for rental and properties available for rental and sale.

Contract management brokers were responsible for collection and trans-
mittal to the Regional Treasurer of all rents, performance of necessary and emer-
gency repairs and maintenance, payment of such repairs from rental collections
within monetary limits stipulated in his contract, obtaining tenants when vacancies
occurred, and performance* of other duties normal to the relationship of manage-
ment agents to property owners. Contract management brokers, and in the dis-
cretion of the Regional Manager contract sales brokers, were each required to
give surety bond to the Corporation, and, where the volume of business and amount
of rental collections warranted it, to establish checking accounts, in selected banks,
separate and apart from their personal and other business checking accounts. Con-
tract management brokers were reimbursed for their services on a percentage,
fee or unit basis as determined by the General Manager and stipulated in their con-
tracts. The payment basis was uniform for all brokers in a particular locality.
The percentage, fee or unit was compatible with the going rate in the locality or as
scheduled by the local real estate board. Payments were allowed for:

(1) Collection of rents and property management
(2) Securing a new lease or tenant
(3) Lease renewal in cases where the lease renewal provision

specified allowance of a renewal rate or commission
(4) Supervision of maintenance repairs and reconditioning in"

localities where such allowances were customary or
where requested by the Corporation to exercise such
supervision.

The Corporation had close to 3, 000 contract management brokers collecting
rents, maintaining and managing its properties, and since the sales broker and the
management broker usually were the same individual or firm, close to 3, 000 con-
tract sales brokers selling or participating in the sale of its properties. During
the course of the operations of the Property Management Division, an average of
approximately 80 per cent of acquired properties and properties in process of ac-
quiring title were available for rental and an average of about 90 per cent of those
so available were rented. Rents collected aggregated $138, 645, 668. 78 and rental
commissions aggregating $13, 396, 904. 32 were paid.

The following table gives a condensed summarized analysis of the capital-
ized value of the foreclosed properties acquired by the Corporation, the loss re-
sultant from sale and charge-off and the net income from rental-management oper-
ations.
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Number of properties

Original amount of loans
Advances
Interest converted to principal

Less: Principal repayments
Unpaid principal balance
Unpaid interest accruals
Original amount of property

accounts
Add: Net capital charges
Capital value of properties
Less: Total sales price
Capital loss
Add: Sales expense and

commissions

Total property loss

Operating income and expense:
Rental income
Expense

Net operating income

Properties Acquired

(See Schedule 14)

Total

(1) 198,215

$ 797,061,136.55
62,515,948.21

758,454.36
$ 860,335,539.12

31,258,343.62
$ 829,077,195.50

53,360,845.69

$ 882,438,041.19
143,483,380.92

$1,025,921,422.11
737,768,723.97

$ 288,152,698.14

48,410,154.03

$ 336,562,852.17

Sold

198,200

$ .797,036,294.54
62,514,126.92

758,450.54
$ 860, 308, 872. 00

31,255,244.73
$ 829,053,627.27

53, 358, 930.58

$ 882,412,557.85
143,481,039.33

$1,025,893,597.18
737,755,535.47

$ 288,138,061.71

48,410,154.03

$ 336,548,215.74

$ 138,645,668.78
112,826,733.45

$ 25,818,935.33

Charged
Off

15

$24,842.01
1,821.29

3.82
$26,667.12

3, 098.89
$23,568.23

1,915.11

$25,483.34
2,341.59

$27,824.93
13,188.50

$14,636.43

$14,636.43

(1) Total acquired properties include:
Original mortgage loans
Vendee sales accounts
Other property acquisitions

194,134
4,007

74
198,215
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